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2 KEY ECONOMIC INDICATORS (Uruguay) 





All monetary values in millions Official selling exchange rate 
of U.S. dollars or millions of as of report date U.S. dollar 
Uruguayan pesos as stated, except 250 pesos used in all calculation 


GDP per capita 





1968 1969 1970 1971 
GDP at current market prices (pesos) 366,410 499,678 nva. n.a. 
GDP at constant 1961 market prices 
(pesos) (pesos 11=US$1) 17,373 18,463 19,259 l/n.a. 
Per capita GDP at const. 1961 ae 
prices (pesos) 6,166 6,475 6,673 l/n.a. 
Gross investment as % of GDP He 
(at 1961 prices) 10.8% 12.9% 12.6% 7 
Consumer price annual increase 
over preceding calendar year 
(December each year) 66.3% 14.5% 20.9% 35.7% 
Currency issue in circulation 31,390 50,573 56,959 84,411 2/ 
Commercial interest rate " 
(annual average) 32-50% 30-48% 30-48% 30-48% 
Central Gov't Cash Budget (pesos) 
Revenues 45,528 61,372 83,927 106,874 
Expenditures 46,285 74,462 93,860 144,973 
DEFICIT 757 12,690 9,933 37,999 
Central Bank Gold & Foreign 
Exchange net reserves (dollars) 42.7 58.7 32.4 0.8 3/ 
(excluding "Residents") = 
Industrial Production Index 
(physical volume) (1961-100) 108.3 114.6 119.3 116.1 4/ 
Cement Production (000 metric tons) 51ll 462 497 458 * 
Agricultural prod. index 
(physical volume) 
Grains & Farm-prod. (1961-100) 70 110 108 108 1/ 
Livestock prod. (incl. milk) 93 94 96 94 1/ 
Foreign Trade (dollars) 
EXPORTS (FOB) 179.2 200.3 232.7 203.2 1/ 
IMPORTS (CIF) 161.3 197.3 230.9 et || as 
Trade Balance: + 17.9 + 3.0 ease - 18.9 rs 
Export details: 
Wool (greasy, scoured, tops & 
yarns, etc.) 78.0 67.5 73.2 70.1 1/ 
Meat & by-products 60.3 62.1 87.8 67.9 1/ 
Import details: 
Raw materials incl. build. mat. 73.6 83.6 96.3 90.6 1/ 
Machinery & parts 13.1 31.8 26.8 21.3 1/ 
Automotive vehicles, kits & parts 6.5 24.0 36.1 38.1 1/ 
Exports to U.S.: 21.7 23 19.8 Boel Se 
Greasy & Scoured wool 10.9 3<9 8.0 Led 
Hides 2.7 4.0 5.6 4.0 
Meat & by-prod. 3.0 1.4 4 = 
Imports from U.S.: 36.0 26.8 29.8 2.8. Sf 
Raw mat. & build. material 19.6 Lies 9.5 8.9 
Machinery & parts 3.9 5.0 5.8 4.1 
Autom. veh., kits & parts 1.8 5<5 8.4 3.8 
1/ Preliminary data: 4/ at end of September. 
2/ Excludes sight deposits in banking system. 5/ at end of Nov. 1971. 


3/ at 12/20/71. 





SUMMARY. The trend of Uruguay's economy in early 1972 

is downward. Although statistics are not yet available 
for 1971, it is believed that the economy grew only 
slightly, if at all, last year. The recession with 
inflation which characterized particularly the latter 

half of 1971 has carried into 1972. Agricultural production 
- traditional backbone of Uruguay's economy - fell sharply 
last year, principally because of a substantial decline 

in cattle marketing and in meat exports. Exports fell 
sharply in 1971, producing a trade deficit even though 
imports declined; the low level of exports continues, as 
all-important meat shipments have yet to be resumed in 

any significant volume. 


Net foreign exchange reserves continue at a very low level, 
along with a network of controls and restrictions on 
imports and on payments for imports, and an overvalued 
peso. The current bright spot is a booming tourist season. 
The cost of living rose about 36% in 1971, with the rise 
accelerating toward the end of the year, and the momentum 
of this inflation will inevitably be felt throughout most, 
if not all, of 1972, even though steps may be taken to 
check it for the future. 


This report is being written as a new government has taken 
office (March 1) in Uruguay. The new President, Juan Marfa 
Bordaberry, has appointed an economic team at top levels 

of his administration which gives promise of leading the 
economy out of its current downturn and of launching a 
trend upward, conceivably within a half-year or so. 
Obviously, however, results cannot be expected overnight, 
and the policies aimed at producing them have yet to be 
formulated and put into practice. The Uruguayan economy 
has a solid basis upon which wise economy policies can 
build, and in which trade and investment opportunities can 
then expand. 








CURRENT ECONOMIC SITUATION AND TRENDS 


1. Economic Growth Falters 


While statistics are not available indicating the real growth 

of the Uruguayan economy in 1971, the general impression is 

that after a modest increase in the earlier part of the year 

the economy stalled and may have suffered a mild contraction during 
the latter part of the year. This has resulted in part from a 
shortage of agricultural raw materials and from a reduction 

of capital and raw material imports. 


Unemployment is estimated between 8 and 10 percent with 
considerable underemployment, but again reliable statistics are 
scarce. 


A resumption of growth depends on measures to increase the 
availability of agricultural products to local industry, on an 
expansion of exports (both traditional and non-traditional) to 
pay for increased importation of capital goods and raw materials, 
and on the encouragement of private investments. Since a new 
Government has just taken office as of this writing, it will be 
some months before it can be determined whether its policies 
will succeed in overcoming the present stagnation. 


2. Import and Exchange Restrictions Follow Decrease in Exports 


In April 1971 the Central Bank of Uruguay began issuing a series 
of circulars which have changed the system of payments for 

imports into Uruguay. Importers are now required to obtain a 
minimum of 180-day supplier credits from the date of shipment 

of the imported goods. For capital goods costing more than 
$10,000, the credit must be for a minimum of three years. In 
December, many categories of imports were suspended until the 

end of March, 1972, and quotas for permitted imports were reduced. 


These actions were caused by a growing balance-of-payments deficit 
brought about by a decrease of exports and by continued capital 
flight. By mid-year 1971, the Central Bank had stopped selling 
foreign exchange for import payments to overseas suppliers, 
except for members of the Latin American Free Trade Association 
(LAFTA). Although there have been some payments recently, the 
arrears have accumulated until they represent a substantial 
fraction of annual export receipts. The Central Bank has not 
allowed remittances of foreign exchange for payment of dividends, 
royalties, and fees for over a year. These payments are also 
accumulating and represent another claim on foreign exchange 
earnings. 


3% Agricultural Sector 


Uruguay's economy is solidly based on agricultural production 
and processing. Preliminary indications are that overall 
agricultural production declined by seven percent in 1971 and 
that the value of agricultural exports was 15 to 20 percent 
less than in the previous year. 


The ‘principal failure was the drop in numbers of cattle delivered 
to slaughterhouses, which fell from 1,215,277 in 1970 to 766,012 
in 1971. This drop had an important secondary effect on the 
prominent leather-processing industry. A more serious result was 
the drop in exports of meat and meat by-products, which, together 
with a modest reduction in the export value of wool products, 
brought total 1971 exports down nearly 13% in value from those 

of 1970, despite increasing world prices of meat. 


The reduction registered in agricultural production does not take 
into account the diversion of cattle from the local market to 
unregistered sales in Brazil. Differences between the two countries 
in exchange rate policies as well as higher prices for beef in 
Brazil permitted the Brazilian importer to pay a higher ranch-gate 
price for cattle than could Uruguayan slaughterhouses; while 
estimates of these unregistered exports vary, it is generally 
accepted that they have been substantial. 


There has been little or no improvement in this situation during 
the first two months of 1972, and it may be months before any new 
economic policies designed to correct the situation can take 
solid hold. The agricultural outlook for most of 1972 therefore 
is not favorable, but it is possible that agricultural trends in 
the latter part of the year will be on the upswing, providing a 
necessary preface to economic recovery. 


4. Balance of Payments Is in Deficit, Fiscal and Monetary Trends 
are Inflationary 


Net reserves of the Central Bank dropped below US$1 million at the 
end of 1971, while at the beginning of the year they stood at 
US$32.4 million. This decline does not fully reflect the true 
balance-of-payments deficit inasmuch as commercial arrearages are 
officially carried as liabilities to residents and are therefore 
excluded from the reserve calculation. 


The maintenance of a relatively high level of imports in 1971 seems 
to reflect primarily on overvaluation of the peso, which dominated 
contrary factors such as higher tariffs, reduced import quotas, 
higher prior-deposit rates, prohibition of capital goods imports, 
and the cost of credit. Apparently importers expected a devaluation 
and were building inventories to protect themselves. 








An effective devaluation (though not so named) of the peso for 
most imports occurred in December 1971, when the effective rate 
moved from 250 pesos to 370 to the dollar. This is not seen as 
sufficient to allow a relaxation of import controls, as the 

tourist rate presently stands at 500 pesos per dollar, and parallel 
market transactions are at a higher rate still. 


A favorable development has been a booming summer tourist season 
starting in December, with Argentines and Brazilians coming in 
greater numbers than ever to Uruguay's many and excellent beaches. 
However, tourism receipts are difficult to measure, as most 
Argentine pesos and cruzeiros are used to settle commercial 
transactions either through or outside the private banking system 
They can reduce claims on Central Bank reserves, but their total 
is unknown, although estimates are at about US$45 million for 
this tourist year. 


The Government cash budget deficit in 1971 was substantial and 

was largely responsible for an increase of approximately 49 percent 
in money supply. Expenditures primarily reflected an increase in 
personnel costs and transfer payments. While revenues increased 
26% the deficit approximately trebled from that of 1970. 


5. Cost of Living 


The cost of living in Montevideo rose 35.7 percent in 1971, 
according to the Ministry of Economy and Finance, and 39.5 percent 
as calculated by the School of Economics. This was a large 
acceleration from that of 1970 when inflation was held to less 
than 21%. Moreover in the last two months of 1971 on an annual 
basis the cost of living increase reached 65%. 


Across-theboard wage increases awarded by the Government's wage- 
and-price board were partly responsible for the acceleration, 
and shortages of basic commodities led to further increases. 


The first months of 1972 have shown no let up, and present union 
demands for a 40% wage increase indicate that pressures will not 
be relieved in the coming months. Further price and exchange 
adjustments to move meat through the Uruguayan slaughterhouses may 
prove necessary in the near future. Unless there is an unforeseen 
shift in underlying economic conditions, the rate of inflation 

in 1972 will probably be at least as high as in 1971, even if only 
out of the sheer momentum of the inflation now underway. 


6. Notable Public and Private Investment Projects. 


The Uruguayan Government fishing agency is putting the finishing 
touches on a modern fish plant in the port of Montevideo. Designed 
to process 30,000 metric tons of fish annually, the plant is 
equipped with freezing facilities as well as mills for fish oil 





and meal. An agreement has been concluded with the Korean 
Government for vessels to fish in Uruguayan waters and to process 
the catch in the terminal. Research studies indicate that there 
is a large unexploited potential for fish production and export 
in Uruguay, and the Government is actively seeking to promote 
this sector. 


A bridge across the Uruguay River is scheduled for completion in 
1972, giving for the first time a land connection between 
Uruguay and Argentina. This is expected to facilitate trade 

and tourism between the two countries. A second bridge closer 
to the mouth of the river which will shorten the road distance 
between Buenos Aires and Montevideo is in an advanced planning 
stage. A joint Argentina/Uruguay hydro-electric plant at Salto 
Grande, also on the Uruguay River, has reached the preliminary 
stage with the pre-qualification of construction companies. It 
is hoped that construction of this large project (circa US$500 
millons) will begin in 1973 and be completed in 1978. There is 
also interest in building another hydro-electric complex, the 
Palmar dam on the Rio Negro River, although financing of the 
project has not been secured. Continuation of off-shore oil 
exploration into the test drilling stage is also under consideration, 
although financing is again a problem to be overcome. 


In the private sector in recent months there have been 
significant investments in black granite and marble quarries, 
primarily financed by Italian machinery credits. There is a 
large world market for black granite and it is estimated that 
exports can increase ten fold over the next five years from the 
approximately US$ 1 million now being shipped. 


7. Foreign Commerce 


After several consecutive years of favorable merchandise-trade 
balances, Uruguay suffered a deficit of US$18.9 million in 1971 
according to preliminary figures. Imports actually declined 
US$8.7 million, but exports dropped US$29.7 million. As earlier 
indicated, exports were primarily affected by volume decreases in 
meat and wool exports, while government restrictions on imports 
caused reductions in practically all import categories, with a 
notable exception in automobile kits for local assembly. 


According to 1971 statistics through November, Brazil was the 
principal supplier of Uruguayan imports (US$33 million), followed 

by Argentina (US$30 million), the U.S. (US$22 million), Germany 
(US$20 million), and the U.K. (US$17 million). Germany was the 

best customer for Uruguayan exports (US$23 million), closely followed 
by Brazil (US$22 million), and Italy (US$20 million). The U.S. 

stood eighth, importing US$9.1 million of Uruguay's products 

through November. 











IMPLICATIONS FOR THE UNITED STATES 


The newly elected Government has been given a five-year mandate 

by the Uruguayan electorate to restore social stability and to 
resume economic progress. While the task may be difficult, there 
remains a solid agricultural, industrial and commercial base 

in the country which can be motivated to produce and export 
substantially more. The main keys to economic growth lie in 
stimulating agricultural production and exports, private investment 
in agriculture and industry, and labor productivity. 


In the short run, it is expected that import controls will be 
rigorous, and the market for imported products other than those 
that lead directly to export expansion will be restrained. 

As the new Government's economic policies are known, potential 
investors are advised to become acquainted with these policies 
as they develop. Also, overseas suppliers should expect to 
have to wait some time until payments for prior imports are 
cleared, although there is no reason to doubt that eventually 
these arrears will be liquidated. 
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